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indebtedness. Except where short-term borrowing is intended to be a
preliminary to long-term financing, the funding of short-term debts is usually
an evidence of financial weakness and is accomplished at heavy cost to the
corporation. The lender is in a position to dictate the terms. This is true
whether the funding is consciously undertaken by an exchange of securities
or merely by an extension that is properly classed as forced refunding.
Occasionally short-term debts are extinguished by conversion into a longer
term obligation. This is more often true when 3- to 5-year notes are held
by many investors than when bank loans, for example, are used.
QUESTIONS AND SUGGESTIONS
1.  What are the sources of current assets?
2.  To what extent is bank credit used to finance current assets?   What changes
have occurred in recent decades in the use of bank credit for this purpose?
3.  What is a line of credit, and how is it established?   What is the 20 per cent
rule, and why is it used?
4.  Why have bunks demanded liquidation of commercial loans at least annually?
5.  What are the five C's of a corporation's credit rating?   What is meant by the
moral hazard?
6.  Do you recommend the practice of discounting notes receivable?   What are the
possible disadvantages of this practice?
7.  What are commodity loans?  In what types of industry are they used?  What
are their limitations?
8.  What are intermediate loans?   For what purposes are they used?
9.  Under what circumstances may a corporation pledge its long-term bonds as
security for an intermediate loan?
10.  What is the meaning of trade credit?  Who gains from its use?
11.  In what way is short-term credit a two-way relationship?
12.  How is the granting of credit influenced by the business cycle?
13.  What problems arise in credit control?
14.  Who is willing to take greater risks, the banker or the trade creditor?   Why?
16. What should be included in measuring the cost of trade credit?
16.  What is the meaning of commercial paper?   What are its limitations?
17.  What are the tendencies in the use of commercial paper?   What are its advan-
tages and its disadvantages?
18.  What is the function of finance companies?  What do you think of their
future?   Why?
19.  What is the effect of changes in the business cycle upon circulating capital?
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